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Secretary of State Doug Peters today announced the federal government's proposals to 
improve the supervisory and regulatory systems for federally regulated financial institutions. 


The proposed changes are designed to keep the supervision and regulation of Canada's 
financial institutions up to date and responsive to the evolving environment in which these 


institutions operate. 


The proposals set out in the paper, Enhancing the Safety and Soundness of the Canadian 
Financial System, follow extensive review and consultations by the Department of Finance, 


the Standing Senate Committee on Banking, Trade and Commerce, and others. 


"While the framework for federally regulated financial institutions is fundamentally sound, 
these proposed changes will help ensure that Canada continues to enjoy the benefits of a 


world-class financial system," Mr. Peters said. 


He emphasized the need to maintain confidence that Canada's financial sector is safe and 
sound. "A sound supervisory system must balance the need to protect the funds that the 
public entrusts to financial institutions with the need to facilitate economic activity," Mr 


Peters said. 


The proposals focus on six key aspects of the supervisory and regulatory system: 


enhanced disclosure of financial information; 

an early intervention framework; 

no coinsurance, but some deposit insurance changes; 

protection of policyholders of life and health insurance companies; 

a stronger prudential framework for federal financial institutions; and 
controlling systemic risk in clearance and settlement systems. 
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The proposals will be the subject of further consultations with interested parties and will be 
reflected in legislation to be tabled as soon as possible. Written submissions are invited and 
should be sent to the Financial Institutions Division, Department of Finance, Ottawa, Ontario, 
K1A 0GS5 by April 12, 1995. 


A short summary of the key policy proposals is attached. Copies of the paper may be obtained 
from the Distribution Centre, Department of Finance, Ottawa K1A 0GS, telephone: (613) 
995-2855, fax: (613) 996-0518. 


For further information: 
Ray LaBrosse Victor Fidalgo 
Financial Institutions Division Office of the Secretary of State 


(613) 992-9214 (613) 996-3170 


Key Policy Proposals for Federally Regulated Financial Institutions 
The role of the supervisory system 


In making changes which affect the supervisory system, two vital considerations must 
be balanced. One is the need to protect the funds entrusted to financial institutions by the 
public. The other is the need to facilitate economic activity, to which financial institutions 
make a critical contribution. In a dynamic, competitive economy, the supervisory and 
regulatory systems should not prevent institutions from taking reasonable risks. 


Enhanced disclosure of financial information 


There are compelling reasons for enhancing disclosure and the consistency of 
information disclosed by different types of financial institutions. The government proposes 
the release by the Office of the Superintendent of Financial Institutions (OSFI) and federal 
financial institutions of more information on the financial condition of institutions, including 
regulatory capital, and elaborating on other information such as the valuation results of 
insurance company actuaries and information on executive compensation in line with that 
disclosed by publicly traded companies. 


An early intervention framework 


When a financial institution is in difficulty, it is in the best interest of depositors, 
policyholders and creditors that the situation be resolved before substantial losses result. The 
proposed framework for earlier resolution has three main elements: 


e First, a legislated mandate for OSFI. This will establish the basis for OSFI's 
accountability, and acknowledge the importance of prompt action to deal with problem 
financial institutions. 


e Second, enhanced transparency conceming the steps that the authorities -- OSFI or the 
Canada Deposit Insurance Corporation (CDIC) -- can be expected to take if the financial 
condition of a financial institution deteriorates. 


e Third, changes to financial institutions legislation and the Winding-up Act will make it 
easier for the Superintendent to act to close an institution in financial difficulty while it 
still has some capital, in order to reduce losses to depositors, policyholders and creditors. 


Deposit insurance changes 


The current $60,000 limit for deposit insurance protection will be retained. While a 
number of commentators have noted the possible benefits of coinsurance, the government has 
decided not to propose such a measure at this time. CDIC has already taken a number of 
steps to reduce the cost of deposit insurance. The government is proposing two further 
changes to the deposit insurance framework: 


e The reduction of "stacking" of insured deposit accounts within a group of affiliated 
institutions. "Stacking" refers to a depositor multiplying coverage by having accounts in 
both a financial institution and its affiliated institutions. Separate deposit insurance limits 
of $60,000 will continue to apply for each category of products such as ordinary deposits, 
joint accounts, RRSPs and RRIFs. 


e The introduction of risk-based deposit insurance premiums, in a form to be determined 
following consultations. This would mean that CDIC could vary premiums on member 
institutions based on considerations such as their capitalisation and supervisory rating. 


Protection of policyholders of life and health insurance companies 


The government proposes to create a new corporate entity -- the Canadian Life and 
Health Insurance Policyholder Protection Board (PPB) -- to protect policyholders and annuity 
holders of life and health insurance companies. The design of the PPB will include a 
legislated requirement for member corporations to pay annual assessments and enable the 
fund to participate in "going concern" solutions for member companies in financial difficulty. 
Policyholder protection will continue to be funded entirely by the industry, without loans or 
guarantees from the federal government. 


The PPB will enhance the existing protection plan for policyholders. In addition to 
enabling the PPB to borrow in public markets, the PPB's corporate governance structure will 
allow OSFI to share confidential information with the PPB. 


In addition, the board of directors of the PPB will have flexibility in setting the levels 
and method of assessments on its members. 


A stronger prudential framework for federal financial institutions 


The supervisory and regulatory framework for federally-regulated financial institutions 
is fundamentally sound. However, some additional supervisory tools and improvements to 
existing supervisory standards are warranted. The government is proposing that the 
Superintendent have the authority to designate certain directors as "affiliated" for purposes of 
the existing requirement for unaffiliated directors on boards of federal financial institutions, 
and that the unaffiliated directors of institutions not also serve on the board of the institution's 
unregulated parent company. It is also proposed that the Superintendent have the authority to 
obtain an independent actuarial review of a federal insurance company. Consultations will 
take place concerning options in the paper for a role for OSFI in the choice of directors of 
financial institutions. 


Controlling systemic risk in clearance and settlement systems 


A number of initiatives are already underway to improve efficiency and reduce 
systemic risk in systems that clear and settle financial transactions between financial 
institutions. These include the development of a Large Value Transfer System (LVTS), as 


well as new systems for clearing transactions of government debt securities and foreign 
exchange. The government is proposing changes necessary to implement the LTVS and is 
proposing to give the Bank of Canada a more explicit role in the oversight of clearing and 
settlement systems that are potential sources of systemic risk -- a role that central banks play 
in other G-10 countries. Ensuring that adequate measures are in place to control systemic 
risks in clearing and settlement systems will also help ensure that these systems contribute to 
the international competitiveness of Canada's financial institutions. 
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